by JOHN A, GORMAN

Recent Money Market and Credit Developments

DUR]NG the two quarters ending in
March of this year, there were sharp
increases—=23 billion and $4% billion at
annual rates—in gross private domestic
investment.'! The fourth quarter rise
was mainly in inventories, while the
first quarter advance was concentrated
in business fixed investment.

The fourth quarter investment rise
was matched principally by a similar
jump in personal saving, which fell back
during the first quarter to the third
quarter level. A $4 billion increase in
undistributed corporate profits and o
$5 billion narrowing in the Federal
Government deficit more than offset
the first quarter drop in personal sav-
ing and eased the financing of the rise
in business investment. The total vol-
ume of financing moved up over this
period. The incresse was in business
borrowing from banks, in security
loans, and in consumer credit exten-
sions, Mortgage financing and Federal
Government borrowing declined, and
there was little change in other debt
categories,

The response of financial markets to
this increased demand for funds was
also facilitated by the operations of the
Federal Reserve, which engaged in open
market transactions in sufficient volume
to support a record peacetime expan-
sion in bank credit with only moderate
additional pressure on bank reserves.

Short-term interest rates rose in re-
sponse to the rise in the rediscount rate
last. fall, but there was little change in
most longer term rates.

Financial Institutions

During the 6 months that ended in
March, monetary policy was used to
maintain the availability of credit to
domestic borrowers, while limiting the
outflow of eapital to foreign countries,
Commereial banks accommodated the

! Money and credit developments in the first 3 qunrters of
184 were discussed 1o the Movember 19640 SUnvEy.

largest bank credit expansion in peace-
time, with only moderate further im-
pairment of their reserve positions.
The volume of lending by nonbank
finaneial institutions was little changed
in the naggregate. Interest rates on
short-term marketable instruments rose
maoderately, while most other interest
rates were about the same or slightly
lower at the end of the period as they
were al the beginning,
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Monetary policy

In late November, the Federal Re-
serve raised its discount rate from 3%
to 4 percent and inereased maximum
interest rates payable on time and
savings deposits., These actions were
taken in order to limit possible capital
outflows seeking to tuke advantage of
higher foreign interest rates, Aided by
i sharp rise in the forward discount on
sterling, these steps reduced the incen-
tive for short-term investment by
Americans, particularly in the British
money market,

Although the rise in rates implied
an increase in bank borrowing costs,
the Federal Reserve acted to maintain
the availability of credit to domestic
borrowers. The Chairman of the Board
of Governors of the Federal Reserve
System announced publicly that the
discount rate increase did not signal
reduced credit availability. The Fed-
eral Reserve increased open market
operations to meet a record volume of
credit demands—particularly during
the first quarter—but there was also
some rise in the proportion of bank
reserves borrowed from the Federal
Reserve,

Record expansion in bank credit

During the first quarter of this year,
bank loans and investments rose $84
billion (seasonally adjusted), about
double the fourth quarter rate and
more than one-fifth above the previous
record in the second guarter of 1058,
The rise in bank credit reflected mainly
an expanded demand for business and
security loans and continued strength
in consumer, real estate, and other
loans. This heavy demand for loan
accommodation, in conjunction with
expanded bank investment in tax-
exempt spcurities, induced the banks
to lower T.5. security holdings by
£2 billion.

Early in the year, bank lending to
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foraigners sonhbinued at a substantial
rate, so that by the ead of the guarter
many banks had renched the ceiling
for foreign lending established in Feb-
ruary by the edministration's voluntary
balancs of payments program. Tnder
that program, sggregate foreign nesats
of tha banks were to incronse during
1985 by not mora than 5 percent over
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the emount outstanding at the end
of 1964, wich priority given to finanung
exports, less developed countries, and
countries in balance of payments diffi-
culties,

The rapid exponsicn 1n commercial
bank credit was accompamed by a
record expansion m bank deposits.
With relez on time and savings de-
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posits being increased, "time deposits
rose B6 billion in the frst guorter,
mors than 20 percent above the fourth
gquarter 1984 pree nod about one-sixth
more then the previows high during
the first quarter of 1962, Demand
deposits showed little rise during the
first quarter nfter a §1 hilhon inereass
in the fourth quarter of last year.

Other financial inatitutions

Amaong nonbank financial tnstitutions,
thers waz a slowdown in lending by
sevings and loah associniions and an
increase in investment by life insurance
cerriecs, mutual savings banks, and
open—¢nd investment companies. All
told, these institutions probably con-
tributed about the same ampunt to
total financing in the fourth snd frst
quarters pa they hod during earlier
quarters of 1964,

Sevings end loan associations did
not match the increases in rates paid by
commercial bonkz on sevings deposils,
and duiing the past § months, the fow
of =aving inte the nszooiations declined
from the pace reashed saylier in 1984,
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With one- to four-family residential
construetion showing  little sign  of
increase, many associations decided not
to step up competition with other
lenders for the supply of mortgages
heing generated lest the quality of
the loans be compromised. Further-
more, the Federal Home Loan Bank
Board last year imposed on member
associations new regulations that have
the effect of requiring rapidly growing
associations to build up their surpluses
and thus tend to limit the amount of
earnings that can be paid out in divi-
| dends. Savings and loan associations
lent a somewhat lower volume than in
previous quarters,

The gain in deposits of mutual
savings banks slowed moderately during
the past 6 months, but their lending was
little changed. Life insurance carriers
continued to increase their lending in
line with their long-term growth. The
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carriers stepped up their investments
in mortgages and corporate stocks
and reduced their lending to foreigners.
The sale of open-end investment com-
pany shares rose to a level comparable
with the previous record attained in
mid-1962. Practically all of these funds
were invested in corporate stocks.

Finanecial markets

Since the discount rate was increased
from 3% to 4 percent in November,
short-term market rates have advanced
one-third of a percentage point. Mar-
ket wyields on longer term securities,
reported interest charges on bank loans
to business, and yvields on FHA and
conventional first mortgages have
shown little change over this period.

The failure of short-term market
rates to advance as much as bank bor-
rowing costs and the stability in other
lending rates stemmed in large part
from the efforts of the Federal Reserve
to make credit readily available while
putting only moderate pressure on bank
reserves,

The stock market showed substantial
strength over this period. The Stand-
ard and Poor's Industrial Stock Price
index rose about 4 percent from
September to March, and the volume
of trading averaged 5 million shares
a day over this period. Security credit
moved up on a seasonally adjusted
basis, and odd-lot and mutual fund
purchases also rose,

Corporate Finance

Corporate investment rose substan-
tially during the past 6 months. In
fact, the rise in investment in plant and
equipment and inventories was so large
that it outstripped & near-record rise in
internal funds.  With holdings of liquid
assets little changed, the resultant need
for external financing was met primarily
by & sharp rise in borrowing from banls.

Investment up sharply

Total nonfarm business inventories—
the bulk of which are held by corpora-
tions—increased by over $6 billion at
annual rates in each of the past two
quarters, as compared with a net
aceumulation of $2% billion in  the
third quarter of last year. In the
fourth quarter, the rise in inventories

9

was particularly large in manufacturing
and was associated with anticipations of
o possible steel strike. In the first
quarter, trade inventories rose following
a fourth quarter decline; much of this
swing was attributable to a recovery in
auto dealers' stocks.

Nearly all industry groups increased
their plant and equipment outlays,
which rose by an annual rate of
$3% billion, or 8 percent, from the
third quarter of last year to the first
quarter of this year. The rises were
particularly marked in the railroad and
manufacturing groups, where outlays
were up 16 and 11 percent respectively.

Increased business activity was re-
flected in an accelerated growth of
irade and consumer credit. Both de-
velopments also contributed to cor-
porate financing needs,

Internal funds rise

The sharp spurt in corporate profits
from the fourth to the first quarter, a
decline in corporate tax rates, and a
continued growth in ecapital consump-
tion allowances all contributed to the
largest rise in internal funds recorded
for any quarter. Howewver, the &4k
billion advance was substantially below

Corporate Fixed Investment
and Internal Funds
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the increase in investment fund re-
quirements over the past two gquarters,

After flectuating in the $57 billion-
$58 billion Tenge during the last thres
guatters of 1904, corporate profits
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fincluding hanks and insarance com-
panies} spurtad to $62% billion during
the first querter as output increased by
%14 billion. The second stage of the
1964 tax cut—a 2 percentage point drop
in the top corporate tax rate—became
offective in the first gquarter. The
associated $1¥ billion fall in tex liabili-
ties held the first. quarter rise in cor-
porate taxes to $1% bilion, and
roughly 4% billion of the rise in before-
tax profits was carried down to alter-

s May 1085

rise in eapital consumption allowances
brought internal funds to §50% billion,
55 billion ebove the average for the lazt
thres quarters of 1944.

Bank borrowing up

Twring the etonomic expansion of
the past ¢ yeays, the volume of intarnal
funds has generally beem substaniially
above corperate plant and aquipment
outlays. The external financing re-
quired by corperations other than the

tax profits. With dividend peymaenis
up one-third of a hillion dellars, corporate
undistributed profite rose $43 billion
or 30 peccent. A one-half billion doliar

highly leveraged utility snd real estate
firms hes thus been limited. During
the recenk pericd, by wey of contrast,
ihers has been B spurt in corporate

Table T.—Puble and Privato Debt, Eod of Calendar Year, 1960641 ¥

(B1kins of doltarst
Wat fokd Qo delik

1960 [ 1pgl | 1062 1963 | Lt 1 il IS | I | Llegd
Ty ] prabiac nird privabe Aokl . ouu.so.. a2 | WL L6 JL0EE T L ITL T | L esT, 2 (1, I0n 5 L 1T (1,262 Y |1, 04
ML | AL ) NG| s ML || FAE) dDR7| £2LA | RAN| HLS
L0 es L[ MR 2MLE| 29I szTay| 360.2) WAL SHE.e| 2083
5.2 | LA HMEL| z6n.e| WA M| A2 020 33| TP
] KE| &4 LT [ ¥ | X LA Mo i B2] w3
"o &0 v o] Bl 1] Y28 EOR| WOLT| PR2
5| 161 4.2 ot L0 Im1] @0 | .9 A -3
4Ed{ 40,8 k| B Wl 6.0 B3 & @t Al &2
BAAY ) ESLT | ] TEEZL M4 || edk| BTE| MBLE[ 4] &2
WA | BEd | M| S00T| WLT|| MLG| 878 1263 M5T| @Ga
I | L8| I | (MBT 1A 109 150 94| 2L W4
e IPEG | ARG X7 MLY|| 18| N0 RLA| IHT| N
BiLT ) MO MAF| O Hee )l IGnE| HAS| 10| LEI] MAE
ThO] M8 BLT)] MBI i M [ 18] WA | BLE| et
iL#| 1.0 LT e L% 24| 134 131 a 14
L RB| RE i [ X} LY 1.1 LI 1.8 0.8 | 13
FY ] 1 1.1 A2 | 32 i [ X 54 X
) A ] B +B 4 .0 ] K] n
1N | 1.1 L4 Lo L1 10 | o) L7 L8 1.9
| B90.% ) 2030 | 2367 | W44 | RE| MMEEZ| SME| 0E3 | 4G4 RS
1R [ JA T LOLT | X0 ITRA G 18G9 MeLE) 1B.2 | 2003 | L
T LB | 1R8] AL | 23| L | ko | B2 2.4
J B SR E| MORE | NIAT| UARQ[ 0S| A gq{ IZe[ 1M BF LK
] M4 8kd - L] 4] B0 RG] 10LT| WRE
L4 | FMh3 | B0 BMROD) ATA || 24| 33| L4 A0 HITE
any | ¥E| WA ¥WI| BT 25 el Wi 3| a7
gy e I8P WwEr Ina mn H. ¥ (¥ ] LA 138
Y| | kD 16,4 LY ] 13 Kb | 1&0 wme| 142
B . ] R 8] 0.4 | &4 | GEE
B EARETHE AR B E R 2 R
LHLE, g1 | YERE| LS| eD || A3 MEI| LI INLE]| L6
#hF| 47 EL4 iy T4 F i3] 4.1 wt 24 o
HLE| L&Y %} 14| W0k& | ULSY 127
2,2 T 8.6 1n.¥ wha ILd 7
LB oLl 142 (L. ] b F-] .1
ma| ™I Mgl EL.T| 8.3 eb| HE

Your.
uly 60 Surscy: dats for HE mey bé baed oo p. 1 of

ﬁhmdnp.ﬂﬂbhuhiw 1 Sureey,
na Kivo gross debd numaﬁdtuEhn Fuierat ¢ wnm held b
agt;ltl..:cauhﬂdbym &, Tressury wnd obhal Figoral u
ubic,
) uumnﬂr;auum

hﬂh “mm'm B dofinzd as log mn origiosl malwily of L yeor or wiwe Fom dade of i shoi-takin dild me

L
nhl msturity of bog ﬂrm I yomt.
k L ey o fRrm coa pnﬁ!.hw to inotitoklooat terdars aed Podarsl Soverimedt Reding sgaaties,
and Eurw THOTigRgS detil A b fpdividuals and oiboms; Bemeerst Aonncksd sand conmumar dobd B iptitded ooder B fpone

ﬁrmmhgmu ncarrred [t comumorcist (cowfarm), Moancdsl, snd consumer porpoces, frcuding dsbt owid by

eanclal el Gpsumer Purpises
1d. C dabt te
et omprises nh'lr;ﬂmiﬂ Mﬁhmumhl ot turTying socoritiey, customers” debé o brokors, snd Jabt o

A T pard mant

Bomroen: of dm‘tlnm of the Paderal | ; Frleral H: Lotn
Tank erd 'I.T.B Damrtmutu:&nn Bunr o ey meu ome

Rurepn of the Consun, wnd (los of Butlesss B



May 1985

external financing as fixed and working
capitel meeds have risen faster than
internally generated funds.

The bulk of this increased financing
took the form of a sharp expansion in
bank loans. Bank lending to busi-
nesses (including noncorporate enter-
prises) during the first quarter was
nearly 2% times the pace set during the
third and fourth quarters and about
equaled the record rate of early 19586.

Other types of external financing—
stocks, bonds, and mortgages—showed
little apparent increase on an overall
basis in the first quarter. A slight rise
in stock and bond flotations was offset
by a moderate decline in corporate
mortgage borrowing.

P o LI
Increases in Mortgage Borrowing

Total borrowing has been
high in recent years . .,
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SURVEY OF CURRENT BUSINESS

Despite the increase in investment
requirements in the first quarter, cor-
porations generally maintained the vol-
ume of liquid assets that they had
accumulated.  Earlier, when corporate
investment roze above internal funds,
companies often drew down their liquid
assets to finance fixed and working
capital outlays. With increased inter-
est yields available on short-dated time
certificates of deposit and on Treasury
bills, there was some buildup in these
forms of ecorporate liquid assets and
some decline in holdings of demand
deposits,

Consumer Finance

Financing in the consumer sector
exhibited a marked diversity in move-
ment over the past 6§ months. Total
borrowing was stable from the third
quarter of last year to the first quarter
of the current year, as a sharp expansion
in consumer credit extensions was offset
by a decline in mortgage borrowing.
Over the same period, consumers
stepped up their participation in the
stock market and reduced the pace at
which they acquired liquid assets.

Installment debt up sharply

In the first quarter of 1965, consumers
increased their purchases of autos and
other consumer durables by 85% hillion
over the strike-affected fourth quarter
of lnst year, and by $3 billion over the
third quarter. A %1 hillion rise in
clothing purchases also contributed toan
increased demand for consumer install-
ment, and charge account accommodation.

Installment credit extensions in the
first quarter, at an annual rate of
#71% billion, were up $5% billion from
the average recorded for the third and
fourth quarters. The rise in auto
credit extensions was particularly sharp,
but the expansion in extensions of credit
secured by other consumer goods was
also large. In addition, seasonal de-
cline in charge account and other non-
installment credit was less than normal.

Home financing off

With single family residential con-
struction showing little substantial
change over the period under review,
there was a reduction in the volume of
financing of new and used homes. As
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noted earlier, savings and loan associ-
ations eut back their activity in home
mortgage lending, while mutual savings
banks and life insurance carriers stepped
up their operations. With mortgage
financing declining relative to home
aales, there was apparently a decline in
the volume of mortgage credit ex-
tended to finance nonhousing purchases.

Liguid assets off, securities up

Over the past 6 months, consumers
apparently increased their security pur-
chases and cut back the rate at which
they acquired liquid assets, Consumers
added less to their liquid asset holdings
in the fourth quarter of last year than
they had in the third quarter. There
was a moderate rise in acquisitions
from the fourth to the first quarter, but
total net acquisitions failed to match
the third quarter rate.

The past two quarters also saw a
considerable shift to time deposits at
commercial banks and reductions in
the amounts added to holdings of
savings and loan shares and demand
deposits, In large part, this shift re-

"flected the rise in interest rates paid by

Table 8.—Total Monfarm Mortgage Debt
'tl,y Borrowing and Lending Groups, by
ype of Property !

[Biillons of dollars]

104 |1ﬂﬁt]lﬂﬂﬂ 1003 | 1964
Tﬂlﬂ nonfarm resldentisl and II

mmercial morigages. .. (1940 ZLE, 4120, 4 264, 8|292. 6
L;ﬂi'mtuh'-ll'l'm'ﬂll’... . ]H.EE?E.U.E&.B a0, 0 3.1
Noneorporite borrowers, .17, 5{190, 4 210, 6259, 0| 258, 4

1-4 Family resldential mort- RS S i S e
Eavﬁgsuudiﬁﬁ-ﬁﬁjﬁﬁ-" i :

[ T e T L O 4 G 4) 69,8 TR 4] BT. 1
Lille Insurunce carriers. ... M.0| 25.8| M.4] 23| BT
Mlutual savings banks. ... 18, 4| 20.0) 23.1| 24.7| 0.4
Commersinl banks ... ..., T 2] 2000 22,0 24.9) 27.2
F‘mlml. Miktiomal Hul‘l

e Assoclatdon, .. ... 6.6 6.4 52 40 LB
Illnll'rld-uu.ls und athers *___ | 17.8( 10.4| 20.9] 21.9| 2.4
Mulll‘lml.l_rl\ﬂidamul.ml PSP SN R I
commercisl ... .0 Bl ]
Bavings nnd loun associa-

R e e e 4.7 G4 9.0 1L6 142
Liifz [nesnrunee earriers. . o 138 183 17.1) 19.4) 221
Mutunl savings banks. ... BA @101} 108 151
Commercinl banks. . - 7.8 BT ML 128 W1
Federul Natlonal Mort- |

Enge Assockation... .. ..... ﬂl b S | T | I
Individuals and oshers. 17.1] 19.2{ 227 20,8} B0, 7

|
| Drakn for V244 may be foand on p. 18 of t-‘ne- l:mhc:r
1958 Surrey, and for the 1945-50 perlod on p. 22 of

L1857 Sureey; eatimates for 1957 ure m'léa 20 of the \{aa' mﬁ
Hurreg, [or 1088 on p. 17 ol the Moy 1983 Surpep, and for 1959
&nq 18 of the May 1064 Sur
‘hia earporate mockg

Lotal corpofate long- mrﬁuln outstanding (tahle 7).

' Includes port In logns of the Veterans Adminlstration,

* This dita represont mortgsge loans on commerelal amd
resldentinl property, excloding multifamily residentisl and
cinmereinl ml{ mortgags debl uw-ufh:.l carporations

I

bt total s included in the

to other non corporatlons.
Bources: 7.8, Dyvpurtment of Agriculivre, Agricsltural
Rasearch Serviee; Bourd of Governors of the Federal Re-

st vy Syatem; Fedoral Home Bank Board; and U8,
Deparbment of Cummerce, Ofioe of Business Economics.



12

commereinl banks relntive to those of
other jnvestment media. A similer
sharp ihcreass in sonsumer acquizition
of commereinl bank time deposita fal-
lowed the last inerassa in interest ratas,
which oceurred in aarly 1962,

Az stocks rose to mew peaks, there
were mndications of marked inoreases
in individual participation in the secur-
tise markets. Purchases of odd lats
and of mutugl fund shares—indices of
small investor activity—both registerad
large increases in the fourth and first
guanrtars.

Government Finance

A prenounced shift in the Federal
Government's budgetary position has
been evident over the past helf year:
the deficit on ineome and produst ae-
count which had been about 55 billion
{annual rats} during tha third and
fourth quarters of last year wis almost
eliminsted in the first quartar of this
year.

The nerrowing in the deficit reflectad
ptintipally a marked rise in Federal
Govermment receipts; there was little
change in Federal Government .ex-
penditnres. The improvament in re-
coipts was o result of the rapid growth
in the aconomy, which in turn stemmmed
partly from the asxpansionary fises]
policy embodied in the Intarnal Reva-
pue Agt of 1964. Other factors that
helped to accentuaie the rise in raceipte
were the larger-than-rormal final settls-
ments on 1964 individusal income toxes
and ihe sharp rise in sutomobile pro-
duction and profits.

Following the sharp cutz n intome
taxea early last vear, the national ac-
eounts deficis reached a paak of nearly
$8 billion by the spring quarter. Dur-
ing the subsequent busipess axpansion,
tax Tevenues mounted steadily and the
administration was sbie to hold the
line on total expenditures.

The namrowing of the Government
dafictt was pot fully matched by a re-
duetion in borrowing. Total net bor-

SURVEY OF CURRENT BUZINESS

rowing during the first querter was
down moderately on a seasonally ad-
justed basis, but the decline was less
than the drop in the deficit wounld
indicnte,

During the past & wmonths, the
Fedaral Government ssmed somewhot
mors short-term securities than earlier
in order to nudge up short-term interest
rates relative tc Jong-term yields. This
financing fosteved the dual purposs of
helping tha balanes of payments snd
keeping domestic aredit readily aveil-
able.

Btete snd local povernments con-
tinued t¢ be substantial barrewers in
the capital markeis. Municipel issues
in the first quarter werse up 3 percant
pver the third guerter level, as loeal
povernments continued to mest ex-
panded demands for schools, high-
ways, and other community facilities.
State and locsl governments continued
to invest the procseds of thess horrow-
ings temporsrily wotil the funds ate
neaded to pay bills. These ineressad
bond funds, together with the surpluses
of Stata and loecal retirement fonds,
were apparently invested o o grect
extent in commercial bank tivme depasita
and in U.5. Government securities.

Recent Housing Activity
(Continued from page §)
The entire declina waa in starts intended
for snla by merchant buildars; eustom-
built horne starts wers unchenged from
‘the totel & year esrfier.
Fram the spring of 1983 through the
rst quarter of 1964, merchant builders
started more single-family units than
the market could absorb at ecurrent
prices. By last spring, the stock of
unsold new homes hod hecoms rather
high, and as a reault, builders cut back
on starts of new units intended for sala.
Howaver, sales hald up, and with starta
being reduced, inventoriez of complated
homes were pared down. ‘The sbsance
of seasona! factors mokes it difficelt to
be precisa about the timing and extent
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of changa, but it appesarz that the im-
provement in inventories relativa to
sales bagan aftar laat swmimer,

Seasonally adjustad figures for starts
are not availsble by type of structuve,
However, sessonally adjusted permits
for all privete singlofamily units
showed smell ndvances in the fourth
quarter of 1964 and the first quartsr of
this year. The figure for the first
quartar of 1985 was abeut the same ns
the averags far all of 1064

Near-torm prospecis

[t is not clear at the present time
whather the firet quarier pickup in
housing notivity represantz the begin-
ning of & new upward movement of
temporary interruption of last year's
moderate declina. Althongh ineomees
are hiph and should rise further through
the year and elthough mortgege lunda
pre in ample supply, the exisiznce of
high vacemey rates in soms important
aress s a dampening factor.

On the basis of the recent pickup in
parmits, there ia reason to think thet
the greater part of the sharp dereline in
multifamily howing aetivity is now
ovar, Builders of sinple-family homes
gseem to be in & somewhat better in-
ventory positisn now than they wern
n yenr ago. Howerver, the maricet for
single-family homes eonfinues to be
aluggich, mainly becansa the ournber of
households in homa-buying sge brackais
hos been quite stahle.

Both builders and home purchesars
nrs having little diffiealty in obiaining
mortgage funda at comparatively stabla
retes. In the firsk quarter of 1985,
mortgage rotes on FHA-insured new
single-family hames averaped 5.45 per-
cent, unchangad from 1963 snd 19464,
The trand was assantially the same for
conventionel home mortgages. Al-
though short-term interest rotes have
moved vp this year, rales on long-tarm
eorporate and Government bends have
changed comparatively little, as i
pointed out in the erticle on finencial
developments.



